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The in fo rm a tio n  con ta ined in this report has been prepared fro m  sources considered re liable, b u t its accuracy is no t guaranteed by us 
and is N OT necessarily a com plete  sum m ary o f all available materials on the sub ject. O pin ions expressed herein do no t necessarily re flect 
In s titu te  p o licy . R eproduction  o f these materials w ith o u t p r io r approval o f the A IC P A  is p ro h ib ite d .
DEFENSE, DEPARTMEMT OF
A d d itio n  o f  th e  C ost A ccounting S tan d ard s  D isc lo su re  s ta te m e n t to  th e  D epartm ent o f  
D efen se  F e d e r a l  A c q u i s i t io n  R e g u la t io n  i s  th e  s u b j e c t  o f  a n o t i c e  o f  p ro p o se d  
ru le m a k in g  by  th e  D ep artm en t o f  D efen se  (s e e  th e  6 /5 /8 6  F ed  Reg., pp . 19864-65 ). 
In  a d d itio n , th e  p ro p o sa l w i l l  p re s c r ib e  th e  form used to  compute th e  F a c i l i t i e s  
C a p i ta l  C ost o f  Money F a c to rs . Comments should  be su b m itted  on o r  b e fo re  8 /4 /8 6 . 
For f u r th e r  in fo rm a tio n  c o n ta c t C harles  L loyd a t  202/697-7266.
INTERSTATE COm MERce COMm issiOn
" C e r t i f ic a t io n  o f  R a ilro a d  Annual R eport R-1 by Independent A ccountant" i s  th e  t i t l e
o f  a  c l a r i f i c a t i o n  o f  f i n a l  r u le s  p u b lish ed  by th e  IOC (see  th e  6 /3 /8 6  Fed. Reg.,
p . 19844). T h is  n o t i c e  r e f l e c t s  a  c l a r i f i c a t i o n  o f  a u d i t  r e q u ir e m e n ts  and 
re a f f i rm s  th e  p ro c e d u ra l t re a tm e n t and c r e d i b i l i t y  o f  th e  R-1 d a ta , a s  req u ested  
in  a  p e t i t i o n  by th e  A sso c ia tio n  o f  Am erican R a ilro ad s  (AAR). I t  i s  e f f e c t iv e  fo r  
th e  R -1 a n n u a l r e p o r t s  f o r  th e  y e a r  1986, w h ich  a r e  due 3 /3 1 /8 7 . The AAR 
r e q u e s te d  t h a t  th e  ICC c l a r i f y  th e  a u d i t  r e q u ir e m e n ts  o f  S c h e d u le  200 and 210, 
a f f i r m  t h a t  th e  d a ta  a u d ite d  by th e  independent acco u n tan ts  be accorded  th e  same 
p ro c e d u ra l tre a tm e n t and p resum ption  o f  c r e d i b i l i t y  p re s e n t ly  accorded  to  th e  R-1 
d a ta ,  p u b l i s h  th e  p ro p o se d  a u d i t i n g  p ro c e d u re s  f o r  com m ent p r i o r  t o  t h e i r  
a d o p t io n ,  and s t r i k e  t h a t  p o r t i o n  o f  th e  F in a l  R u le s  w h ich  im p o ses  a d d i t i o n a l  
a u d i t  r e q u i r e m e n ts  w i th o u t  p r i o r  n o t i c e .  The ICC 's c l a r i f i c a t i o n  o f  th e  r u l e s  
a l s o  h a s  a l ig n e d  th e  a u d i t  r e q u ir e m e n ts  w i th  th o s e  o r i g i n a l l y  p ro p o se d . F o r 
f u r th e r  in fo rm a tio n  c o n ta c t W illiam  F. Moss I I I  a t  202/275-7510.
NATIONAL CREDIT UNION  ADMIN IS TRATION
D e le tio n  o f  D iv is io n  A sse ts , L i a b i l i t i e s  and C a p i ta l ,  P a r t  709 o f  th e  NCUA R ules and
R e g u la t io n s ,  h a s  b e en  p ro p o se d  by  th e  NCUA (s e e  th e  6 /3 /8 6  Fed. R eg., p. 19848).
P a r t  709 c o n ta in s  p r o v i s io n s  and  p ro c e d u re s  t h a t  e n a b le  m em bers o f  a  F e d e ra l  
c r e d i t  union, who a re  a  s e p a ra te ly  i d e n t i f i a b le  group, to  undertake  an e q u ita b le  
d i v i s i o n  o f  t h e i r  a s s e t s ,  l i a b i l i t i e s  and  c a p i t a l ,  and  c h a r t e r  a  new F e d e r a l  
c r e d i t  u n io n . D e le t io n  o f  th e  r e g u l a t i o n  i s  p ro p o se d  b e c a u s e , a c c o rd in g  t o  th e  
NCUA, th e  r e g u l a t i o n  "has b e en  r a r e l y  u se d  and  i s  no lo n g e r  n eed ed . S p e c ia l  
s i t u a t i o n s  can  be  h a n d le d  on a  c a s e - b y - c a s e  b a s i s  w i th o u t  th e  r e g u la t io n ."  
Comments m u st b e  r e c e iv e d  on o r  b e f o r e  8 /6 /8 6  and s h o u ld  be  s e n t  t o  R osem ary 
Brady, S e c re ta ry , N a tio n a l C re d it  Union A d m in is tra tio n  Board, 1776 G S tr e e t ,  N.W., 
W ash in g to n , D.C. 20456. F o r f u r t h e r  in f o r m a t io n  c o n ta c t  D. M ich a e l R i le y  a t  
202/357-1065.
SECURITIES AND EXCHANGE CO MISSION
" F a c i l i t a t in g  S h areh o ld er Communications" i s  th e  t i t l e  o f  a  n o tic e  o f  proposed
rulem aking  by th e  SEC (see  th e  6 /5 /8 6  Fed. Reg., pp. 20504-16). A ccording to  th e
n o tic e , th e  Commission can re q u ire  and i s  p roposing  th a t  th e  names o f  b e n e f ic ia l  
o w n ers  o f  s e c u r i t i e s  h e ld  i n  an  a c c o u n t opened  by  th e  bank  a f t e r  th e  d a te  o f  
enactm ent m ust be su p p lie d  to  r e g i s t r a n t s  u n le ss  th e  b e n e f ic ia l  owner o b je c ts  to  
disclosure ("non-objection standard"). In addition, the Commission is proposing 
c e r ta in  amendments to  Rules 14a-13 and 14c-7 which would p e rm it r e g i s t r a n t s  to  
r e q u e s t  fro m  b o th  b r o k e r s  and  b an k s b e n e f i c i a l  ow ner l i s t s  t h a t  e x c lu d e  th o s e  
b e n e f ic ia l  owners who purchased  s e c u r i t i e s  th rough  an employee b e n e f i t  p la n  and to  
w hich th e  r e g i s t r a n t  h as  access  t o  th e  b e n e f ic ia l  ow ner's name and ad d ress  by  some 
o th e r  means. F in a lly , th e  Commission i s  p roposing  c e r ta in  o th e r  amendments to  
R u le s  1 4 a-3  and  1 4 c -2  w h ich  w ould : (1) c l a r i f y  when a  r e g i s t r a n t  i s  no lo n g e r  
o b l ig a t e d  t o  d e l i v e r  an  a n n u a l r e p o r t  o r  a  p ro x y  o r  in f o r m a t io n  s ta t e m e n t  to
s e c u r i t y  h o ld e r s ;  and (2) p ro v id e  t h a t  a  r e g i s t r a n t ' s  o b l i g a t i o n  t o  d e l i v e r  an  
annual r e p o r t  o r  a  proxy o r  in fo rm a tio n  s ta te m e n t i s  r e in s ta t e d  once a  s e c u r i ty  
h o ld e r  d e l iv e r s  o r  causes to  be d e liv e re d  to  th e  r e g i s t r a n t  n o tic e  s e t t i n g  fo r th  
h i s  th e n  c u r r e n t  a d d r e s s .  Comments m u st be  r e c e iv e d  on  o r  b e f o r e  7 /3 1 /8 6 . F o r 
fu r th e r  in fo rm a tio n  c o n ta c t  Sarah M ille r  a t  202/272-2589.
SMALL BUSINESS ADMINIS TRATION
Sm all B usiness In v estm en t C o rp o ra tio n  (SBIC) f in a n c in g  in c re a se d  3% in  th e  f i r s t  tw o
q u a r te r s  o f  FY '86 from th e  l a s t  tw o q u a r te r s  o f  FY '85, a cco rd in g  t o  th e  r e c e n t ly
r e l e a s e d  SBIC D ig e s t ,  w h ich  i s  p u b l i s h e d  s e m i - a n n u a l ly  i n  A p r i l  and  O c to b e r . 
SBICs made 1 ,441 f in a n c in g s  f o r  $240.5 m i l l i o n  in  th e  f i r s t  tw o  q u a r t e r s  o f  FY 
'86 . In  th e  f i r s t  f i s c a l  q u a r t e r ,  a c c o rd in g  t o  th e  SBIC D ig e s t ,  SBICs made 680 
f in a n c in g s  fo r  $116.6 m il l io n  as 523 d i f f e r e n t  sm a ll b u s in e s se s  w ere fin an ced  by 
185 d i f f e r e n t  SBICs. In  th e  second f i s c a l  q u a r te r ,  SBICs made 761 f in a n c in g s  fo r  
$123.9 m i l l i o n  a s  556 s m a l l  b u s in e s s e s  w ere  f in a n c e d  b y  195 d i f f e r e n t  SBICs. 
F i r s t  f in a n c in g s ,  th e  f i r s t  t im e  a  p a r t i c u l a r  s m a l l  b u s in e s s  i s  f in a n c e d  b y  a  
p a r t i c u l a r  SBIC, com prised about 45% o f  th e  number o f  fin a n c in g s  and about 55% o f  
th e  d o l la r  amount o f  f in an c in g . For th e  tw o q u a r te r s ,  th e  average  s iz e  o f  f i r s t  
f in a n c in g s  w as $207 m i l l i o n ,  and th e  a v e ra g e  s i z e  o f  c o n t in u in g  f in a n c in g s  w as 
$134 m il l io n . The D ig est a ls o  re p o rte d  t h a t  e q u ity - ty p e  f in a n c in g s , in  w hich an 
SBIC re c e iv e s  an e q u ity  i n t e r e s t  in  th e  sm a ll b u s in e ss , accounted  fo r  71% o f  th e  
d o l la r s  d i s b u r s e d  b y  SBICs, and  a c c o u n te d  f o r  46% o f  th e  num ber o f  f in a n c in g s .  
The a v e ra g e  i n t e r e s t  r a t e s  c h a rg e d  b y  SBICs on d e b t  i n s t r u m e n ts  w i th  e q u i ty  
f e a t u r e s  w ere  15.09% in  th e  f i r s t  q u a r t e r  and  14.86% in  t h e  seco n d  q u a r t e r .  The 
a v e ra g e  s i z e  o f  an  e q u i ty - ty p e  lo a n  b y  SBICs d u r in g  th e  tw o  q u a r t e r s  w as $225 
m il l io n . The average  i n t e r e s t  r a t e s  charged by  SBICs on s t r a i g h t  d e b t w ere 14.10% 
in  th e  f i r s t  q u a r t e r  and  13.34% i n  th e  sec o n d  q u a r t e r .
TR EASURY, DEPARTMENT OF
Q uestions o f  a p p ro p r ia te  v a lu a t io n  o f  a rtw ork  can have a  v a r ie ty  o f  ta x  ra m if ic a t io n s ,
acco rd in g  to  a c tin g  IRS Com m issioner Jam es I . Owens in  6 /3 /8 6  te s tim o n y  b e fo re  th e
O v e r s ig h t  S u b c o m m ittee , House C o m m ittee  on Ways and  M eans i n  W ash in g to n , D.C. 
A ccom panied  by  s t a f f ,  C o m m issio n e r Owens a p p e a re d  b e f o r e  t h e  S u b c o m m ittee  t o  
" d is c u s s  th e  p ro b le m s  o f  o v e r v a lu a t io n  and  u n d e r v a lu a t io n  o f  a r tw o r k ,  t h e  
background o f  th e  A rt A dvisory Panel, th e  work o f  th e  IRS A rt V a lu a tio n  S ec tio n , 
and  c u r r e n t  law  p e n a l t y  p r o v is io n s ."  Mr. Owens e x p re s s e d  th e  v iew  t h a t  t h e  
components o f  v a lu e  in  a rtw o rk  "are  f re q u e n tly  more s u b tle ,  v o la t i l e ,  and complex 
th a n  th e  co m ponen ts  o f  v a lu e  i n  m ore c o n v e n t io n a l  t a x  c o n te x t s  su ch  a s  t h e  
v a lu a t io n  o f  an o f f ic e  b u ild in g  o r  d e p re c ia b le  equipm ent."
A f te r  a  d is c u s s io n  o f  th e  Com m ission's o u ts id e  c o n su lta n ts , th e  A rt A dvisory  
P a n e l ,  Mr. Owens e x p la in e d :  "A w ork o f  a r t  may come b e f o r e  th e  p a n e l  i n  s e v e r a l  
w ays. U nder t h e  P a n e l 's  o r i g i n a l  r u l e s ,  any  a u d i te d  r e t u r n  c o n ta in in g  an  
a p p r a i s a l  o f  a  s i n g l e  w ork o f  a r t  w i th  a  c la im e d  v a lu e  o f  $20,000 o r  m ore was 
r e f e r r e d  t o  th e  N a t io n a l  O f f i c e  f o r  re v ie w . T h is  r e f e r r a l  a u t h o r i t y  h a s  b e e n  
expanded  t o  c o v e r  a u d i te d  r e t u r n s  c o n ta in in g  an  a p p r a i s a l  o f  any  c o l l e c t i o n  o f  
a r tw o r k  v a lu e d  a t  $20 ,000 o r  m ore. I n  a d d i t i o n ,  IRS f i e l d  e x a m in e rs  a r e  
e n co u rag e d  t o  r e q u e s t  v a lu a t io n  a s s i s t a n c e  on w orks o f  a r t  a t  any  t im e . D u rin g  
th e  y e a rs  1977 th rough  1985 th e  a r t  ad v iso ry  p an e l rev iew ed  1565 tax p ay e r c ase s  
in v o lv in g  6717 item s  o f  a r t .  The p an e l recommended an a d ju stm en t o f  v a lu a t io n  fo r  
ap p ro x im a te ly  h a l f  o f  th e  ite m s  review ed. The t o t a l  c la im ed  v a lu e  o f  th e s e  ite m s  
was $525,000,000 and th e  p an e l recommended a d ju s tm en ts  o f  $115,000,000. Mr. Owens 
concluded h i s  te s tim o n y  by s ta t in g :  "The expanded scope o f  th e  a r t  a d v iso ry  p a n e l, 
combined w ith  th e  a r ra y  o f  p e n a lty  p ro v is io n s  and th e  new q u a l i f i e d  a p p ra is a l  and 
donee in fo rm a tio n  form s now p ro v id e  us w ith  v a lu ab le  to o ls  t o  m on ito r com pliance 
and combat abuse in  t h i s  a re a . We reco g n ize  th e  need fo r  co n tin u ed  v ig i la n c e  and 
we w i l l  c o n t in u e  t o  u s e  t h e  t o o l s  w h ich  C o n g re ss  h a s  made a v a i l a b l e  t o  u s  in  
c o n ju n c tio n  w ith  th e  A rt A dvisory  Panel in  o rd e r  t o  f u l f i l l  o u r m ission ."
SPECIAL: SEC "ROUNDTABLE" ON FINANCIAL REPORTING AND ROLE OF  INDEPENDENT AUDITOR
A d is c u s s io n  o f  c u r re n t  p r iv a te  s e c to r  and l e g i s l a t i v e  i n i t i a t i v e s  r e l a t in g  to
f in a n c ia l  re p o r t in g  and th e  r o le  o f  th e  independent a u d i to r  was th e  focus o f  an
SBC "Roundtable” d is c u s s io n  in  W ashington, D.C. on 6 /3 /8 6 . R e p re se n ta tiv e s  o f  th e  
a c c o u n tin g  p r o f e s s i o n ,  r e p o r t i n g  c o m p an ies , t h e  GAO, and th e  House E n erg y  and 
Commerce Committee (see  th e  6 /2 /8 6  Wash. R pt) m et w ith  SEC Chairman John Shad and 
3 o f  t h e  4 C o m m is s io n e r s  f o r  f o u r  h o u r s  t o  e x c h a n g e  v ie w s  on a u d i t o r  
r e s p o n s i b i l i t i e s  r e g a r d in g  d e t e c t i o n  and r e p o r t i n g  o f  f r a u d  and  i l l e g a l  a c t s ;  
e v a lu a t io n  and r e p o r t i n g  on i n t e r n a l  c o n t r o l s  by  in d e p e n d e n t a c c o u n ta n ts ;  
p o t e n t i a l  im p ro v em en ts  in  d i s c l o s u r e  o f  r i s k s  and u n c e r t a i n t i e s ;  s t a t u s  o f  th e  
p r o f e s s i o n 's  q u a l i t y  c o n t r o l  i n i t i a t i v e s ;  an d  p r o f e s s i o n a l  l i a b i l i t y .  
P a r t ic ip a n ts ,  in c lu d in g  AICPA P re s id e n t P h i l ip  B. Chenok, ex p lo red  s e v e ra l  re c e n t 
i n i t i a t i v e s  in c lu d in g  p r o p o s a ls  by  CPA f i r m s  and  H.R. 4886, a  b i l l  r e c e n t l y  
in tro d u ced  by Rep. Ren Wyden (D-OR). In  g en e ra l, t h i s  b i l l ,  th e  " F in a n c ia l Fraud 
D e te c t io n  and D is c lo s u r e  A ct o f  1986" w ou ld  r e q u i r e  a u d i t o r s  o f  p u b l i c l y - h e l d  
c o r p o r a t io n s  t o  d e v is e  p ro c e d u re s  t o  d e t e c t  a c t u a l  o r  s u s p e c te d  i l l e g a l  o r  
i r r e g u l a r  a c t i v i t i e s  and to  d i s c l o s e  su ch  in f o r m a t io n  t o  th e  SEC, o th e r  
a p p ro p r ia te  re g u la to ry  ag en c ies , and to  th e  p u b lic . In  a d d itio n , th e  b i l l  would 
r e q u i r e  t h e  a u d i t o r  t o  d e t e c t  a n y  d e f e c t s  i n  i n t e r n a l  a c c o u n t i n g  a n d  
a d m i n i s t r a t i v e  c o n t r o l  and  t o  d i s c l o s e  su ch  d e f e c t s  in  th e  a u d i t o r 's  r e p o r t .  
W hile some p re lim in a ry  su p p o rt fo r  th e  b i l l  was ex p ressed  by  Energy and Commerce 
C o m m ittee  S t a f f  D i r e c to r  M ich a e l F. B a r r e t t ,  J r . ,  many p a r t i c i p a n t s  e x p re s s e d  
c o n c e rn  t h a t  p r o v i s io n s  o f  th e  b i l l  w ould  d i s t o r t  th e  c u r r e n t  a u d i t o r - c l i e n t  
r e l a t i o n s h i p ,  w ould  t u r n  t h e  a u d i t o r  i n t o  a  p o lic e m a n  and w ould  c ir c u m v e n t th e  
a p p r o p r i a t e  r o l e  o f  th e  b o a rd s  o f  d i r e c t o r s .  As t o  th e  la c k  o f  " m a t e r i a l i t y "  
guidance in  th e  b i l l ,  m ost p a r t i c ip a n ts  co n sid e red  t h i s  om issio n  to  ren d e r some 
a u d i t o r s '  r e s p o n s i b i l i t i e s  u n d e r th e  b i l l  u n w o rk a b le . Many o f  th e  i s s u e s  
d i s c u s s e d  a t  th e  SEC "R o u n d tab le"  w i l l  be  ex am in ed  a g a in  b y  Rep. Jo h n  D in g e l l 's  
O v e r s ig h t  and I n v e s t i g a t i o n s  S u b co m m ittee  in  h e a r in g s  on 6 /1 9 /8 6  and 6 /2 3 /8 6 . 
W itnesses fo r  th e se  h e a r in g s  w i l l  in c lu d e , among o th e rs , re p re s e n ta t iv e s  o f  th e  
AICPA, CPA f irm s , th e  SEC, and GAO.
F o r fu r t h e r  in fo rm a t io n  con tact Nick N icho ls  o r  S h ir ley  Hodgson a t  202/872-8190.
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